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» EDITORIAL « 








Industry and Labour 


Canadians generally are approaching the stage when they feel that 
something drastic must be done to curb the epidemic of industrial strikes 
throughout the country. They feel, and it must be said with some justifica- 
tion, that wartime is no time to strike and that higher and higher wages 
mean higher and higher selling prices and eventually that means inflation. 

The trick is to do something to prevent these strikes which does not 
mean dictatorial methods and which at the same time remembers that 
Labour and Industry both have certain rights which everyone is anxious to 
preserve 

One has no desire to exploit labour or industry and it must be said that 
both sides must bear part of the blame for the present situation. 

Industry in many instances has been very grudging in its offers to labour 
and on the other hand labour evidently realizes that now is the time to get 
all that is coming. To-morrow may be too late. 

If the extreme gravity of the war situation were more fully realized, 
then both labour and capital and more especially the former, would be less 
inclined to quarrel with each other but evidently the situation is not realized. 

Labour is faced with mounting living costs, taxation and the like, but it 
must also be remembered that industry is paying a large proportion of the 
cost of this war and this after a long period of depression during which 
time there was little but losses or extremely low profits for industry and 
during which time little or no reserve could be built up. 

We must all be prepared to sacrifice something and that something 
means plenty, if we are to win this war and certainly strikes and threats of 
strikes in which hard pressed industry is made to suffer, to say nothing of 
the war effort, is something to which a stop should be put to immediately. 

If industry would take labour more into its confidence it would un- 
doubtedly help for it must be said that those companies which have had a 
definite labour program seldom meet with trouble. 

But, and there is always a but, labour cannot expect to have its cake 
and eat it also. This war is a people’s war and let us say again, everyone 
must be prepared to sacrifice, not alone in buying war bonds and war sav- 
ings certificates or in income tax payments. 

Far too many people still think they should have all the good things 
of life on top of all these payments and still have something to spare and 
if we desire all these things what are we sacrificing. 


It would seem that the real answer is that we are not yet fully war 
conscious and that the sooner we are the better will be our war effort and 
the sooner peace will come between labour and capital. 
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ACROSS THE SECRETARY'S DESK 


Across the Secretary's Desk 


Since the last issue of “Cost and Management’ I have had the pleasure 
of attending two closing chapter meetings and they were both very enjoyable. 
One was at London, where the meeting took the shape of a golf game, 
followed by a dinner at the Cobblestone Inn, just outside the city. 

The attendance, due largely to the weather and also to the difficulty of 
getting away, was disappointing but those who did attend were very well 
rewarded. I think everyone was awarded a prize with the exception of 
myself and I still am of the opinion that my number was not in the “hat”. 

I am not yet sure who won the golf prizes because when I left Ken 
Quealle was still trying to figure out handicaps, etc., but I do know that 
everyone had a grand time. 

One of the most enjoyable things that has happened to me during my 
term of office was the attitude of these members of the London Chapter 
toward me at this meeting. Their appreciation of anything I have been 
able to do for them was somewhat embarrassing to me but was nevertheless 
very much appreciated by myself and it is one of those things which make 
the, at times onerous, position I occupy more enjoyable. 

The other closing meeting was at Hamilton where the boys gathered 
for a long awaited jollification with the inimitable Wilf McMahon presiding 
for the last time. ‘Mac’’ meant the boys to have a good time and they did. 
The night was billed as a “Member's Problem Night,” but evidently they 
had no problems on this occasion, or at least, not many. 

The Annual Meeting of the Society, held at Kitchener on Friday, June 
7th, was a most successful affair to say the least. One likes to think that 
each Annual gathering is more successful than the last but I do think that 
this last affair was the best in every respect in my memory and that goes 
back quite a way. 

The attendance was good, the business was transacted in every detail, 
the food was excellent, the setting the same and the arrangements could not 
have been surpassed. The entertainment in the evening was really something 
to appreciate, and not least, the address given at the noon luncheon by Mr. 
H. G. Borden, K.C., of the Department of Munitions and Supply, was one 
of the very best I have ever listened to. 

We were not all of the same opinion on many matters but we did 
straighten out any differences and there is no doubt in my mind that we 
laid at this meeting, the foundation for the rapid growth of our Society. 

And so we start on another year. We have reached our majority and I 
can see nothing but the best for us from now on. The degree powers we 
have in Ontario and Quebec will doubtless be followed in other Provinces 
and the outlook is distinctly promising. If you were one of those who 


attended the Annual Meeting you will not need to be told that. 


Re by. 
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A discussion of “Cost or Market’ and “Cost and Cost Only 
methods of inventory valuation 
Accounting Problems and Opportunities in the Laundry Industry. 
Journal of Accountancy, June 
A description in detail of accounting practices common to. the 
Industry. Illustrated with a typical Balance Sheet and Profit and Loss 
Statement and discusses Expense classifications, depreciation rates, unt 


torm accounting methods, insurance and treatment of accounts. 


New Members 


Montreal Chapter. 

C. Sodo, The Glidden Co. Ltd., Montreal. 

C. A. G. Dow, Burroughs Adding Machine Co. Ltd., Montreal. 
Hamilton Chapter. 

C. H. Bavin, Firth Bros., Ltd., Hamilton. 
London Chapter. 

Harold E. Jackson, Lawson & Jones Lt 
Non-Resident. 
J. W. Stringer, C.G.A., Dept. National Revenue, Belleville, Ont. 


London. 





The Canadian Society of Cost Accountants 
and Industrial Engineers 
REPORT OF EDUCATIONAL COMMITTEE, 1940-41 


The Dominion Educational Committee for the year in review was com- 
posed of six members, as follows: 

’ —H. P. Wright, Hamilton; A. J. Blanchard, Toronto; J. R. Rolland, 
Montreal; K. M. Horton, Hamilton; H. C. Cox, Windsor; P. W. Wright, 
Montreal. 

There has been a substantial increase in student membership in the 
past year and a record number of candidates wrote the Society's examina- 
tions. Several of the chapters organized student sections and developed a 
plan of study and discussion which they followed throughout the session. 
This proved very interesting and valuable to the students and it is intended 
to continue and extend this plan throughout all chapters wherever practic- 
able. 

The Society examinations were conducted in April, 1941, at ten different 


points simultaneously with 62 candidates writing, as follows:— 


One nee eee "WOR ORGS » cczecetaczie ay stucee ate 15 
VE SS ee Se ne 3 Motitceal cccckirditisints eae 22 
MGHONEE 6s hctsccvivicactezccnvecine 6 I OREN Sg. igccsiciecneaeneaaiewer 1 
St CAMRARiN€S: cc.scccscssecssessclessese 1 RG ccndicnwie eee 1 
Hamilton ep ee ee: eas 20 PIAS i cdiccte eee 


The results were as follows :— 














COST AND MANAGEMENT 





No. of Successful 
Subject— Candidates Candidates 
First Examination 
PCCOUREINR ocvicssiscesssscs Nee Per oe Le 5 4 
Cost Accounting (Fundamentals) ...............00. 54 29 
Second Examination 
Industrial Organization and Management ....... 10 10 
Gost Accounting (Advanced) .....:.:0...sssccsssseessees- 16 12 
Cost Accounting Thesis l I 
86 56 


It is very gratifying to note the increasing interest that is being evi- 
denced in educational work in all the chapters. 

We now have legislative powers to grant degrees in Ontario and 
Quebec to members who pass our examinations and meet all prescribed 
requirements. 

The requirements and conditions and the examination papers are 
standard for the whole Dominion and the examinations are conducted unde: 
the auspices of the Dominion Educational Committee. 

In the year now beginning and in those to follow we look for a continu 
ing increase in student activity and educational progress. 

P. W. WRIGHT, 
Chairman, Dominion Educational Board. 


EXAMINATION RESULTS, 1941 


The following successfully passed the various examinations of the 
Society in April last :— 


Accounting 
PRP UIAY sa vexsvesazecss oe saabsbenessnn ... Hamilton, Ont. 
PRAM RMR echt oy as Sees odaaSctcespanectuss used duvasestasiumweouesnaqiveares Montreal, P.Q 
oe UEDn ER PRGONEN  33525.25 5557 sk eden épyabdieasudases eal cundecetues tesereereeawers Toronto, Ont. 
BP RRND oc os gan ak «coc ca 02s ands sds uakseaieianaisonecastaiserievinccioe Toronto, Ont 
Cost Accounting, First Year 
NMI ole ore dcrosctxesastucseisssiivons ‘leaps kta kinase tas edear encase Montreal, P.Q. 
ps ALR IIANIR soo scceucesseveses beh eth NBIC rt edt Oa eee Swansea, Ont. 
PAE RR INNI a ccd as acenisia ye catieastssocGssses dusiijloneesasacaeecebunsecsvnaesa Montreal, P.Q. 
fie ERM heroes ee Len A A a dk Jono nt tee Montreal, P.Q. 
MPSA GO OIE 2.5 hesesssczissrsicccceusssnsocsciseccnsavcyansrdsacsscasotasegsis EERO Oe 
PIS RINNE oss oxenticys cusaconstvoespcasveriavesdvavsestsuvscusees eaccueereeeres Toronto, Ont. 


T. E. Daigneau 
J. M. Dingwall 


.... Harrow, Ont. 
Montreal, P.Q. 
Hamilton, Ont. 








Ngee ors a ha anices Accents dh caanbaeaw Genero Montreal, P.Q. 
Los BENG. ..8c0:02 ee See oecas eee eS ... Ville St. Pierre, P.Q. 
rN oor So Nae ot, USL oss ccletus hake eseacca eee Hamilton, Ont. 
PANEER ok (osc vao sco cate ncecsssteeessseveae Bed ee re ere Montreal, P.Q. 
BA RN eco oes va deados vosu aaciicn Codea aps tnkiogan vhavesvseseeeaea fumieenss Toronto, Ont. 
M. J. Ireson ...... LC ee ey ee eRe a Ee SE eRe Ere trea Dundas, Ont. 


Re a Sacer docks cauau caves aaa beret ae eans 








ANNUAL MEETING 


UB) CUS Cr SES eee et ot eRe Fes Orta CAME REE Buimes RUT,» Montreal, P.Q. 
WE i ENON cicada tan can ca tae ovacsanedeon eae Hamilton, Ont. 
oF CMR OEE oases sss gs da cess tavianactvdansecscesatenetnr cease ata Toronto, Ont. 
SDB eNOS Bh cise eco cap cde seneicts tcteneducdsevetomtcg ce ee Toronto, Ont. 
BP DARIO oo iscirs dacs cacvnegcecd eucecanedeei ee Toronto, Ont. 
aR BESO tac ais Gascstavacoasicncaateeconesceaoe te ede Toronto, Ont. 
OG, TERR os cess cices esis cceetataccorestdeactd Qugirestsse eee Toronto, Ont. 
M5 Ss OIRO ves casiedeties sda sag xencvncsucdecacetedecerescxcnei ee ee ee Ottawa, Ont. 
GC. Be SWER RAID skits cece cueeatiseceennd eee Noranda, Que. 
DBRS OBO 16 och rta a scan cata gece cdotee-c-vassctyactavenes eer eeeees Ville St. Laurent, Que. 
ERs SIMBA Ra oss cca cd cece cccecacacecceessaaccontsedecetersecaseeaanevas cae enanannes Toronto, Ont. 
Be RR SER BEN coo cae sca ccensicnazossctavcnacgs sncnncneecneseectanswaceetarseeea aueneerea Rouyn, Que. 
es NNN ac 2 os dase ccadians eustee tear redeem ee . Dundas, Ont. 
Industrial Organization and Management, Second Year 
A: Hz Alicorm :...:.:..: MP re eo fuclaaca tld exeseneeue Tie Montreal, Que. 
Bes ep SERGE Ret cis cnevessncenicecvuceseerterses jehistheenszcutanae eee Montreal, Que. 
Bie NR PERG GEW cs ccecacisaacasissiciavcabeczeereiadeecveke ee eee Longueill, Que. 
Ve We oa sc ccvcs sesvot cs astssvavscaiciassiaetneveoereudiee ema Stain John, N.B. 
| Ag, SCC | a Scduvatducdbesessvesxdcuenteenege ee 
Be SOAS occas cas cvecka coxvcd casvent gucovactaeaneoveveryearamateeee Hamilton, Ont. 
NE NS ois asa a cesassnsstccevesnaschi sateen ease . Montreal, Que. 
Te Pi Ge os ccd ctesccoccreeeto recuse meteeeear a eee Hamilton, Ont. 
CU as aes occa eos en hein hace Ottawa, Ont. 
Be eee 2 Sarin iio race devccarssckcedscactanpecdcceeiedocadt teae raat eee ee Rouyn, Que. 
Advanced Cost Accounting, Second Year 
Por Neti AUNEG OA UIM cess vas cus aye ccs cua coat ect nessud taaanesetcvna cg eptensensnteter es Montreal, Que. 
SPER Eve a OB eso cae coces, ore orerstiseasiTieors ae Saint John, N.B. 
Bis NUDS MCS cose asc cate ceete de ew pscnccatersate te acenes eater Montreal, Que. 
Bye We COG IDO is casas occas cyanceacvasiocrcineieeee nee Burlington, Ont. 
PO GEES aces ssc cacaesici sniicdes RéRd adeno acetas ee Toronto, Ont. 
Ge Re NO BUN eases arsernenconstteat dco sevetsuts te sausstanenraeteeetas Montreal, Que. 
Pee We DOUG AS cess sccctccntsins sidiatsdeteareaaeaee ee Hamilton, Ont. 
WE NNER FAG csc j pss eanss svastacensee neue coscsuneeovenceeereteateeeeerTenea Montreal, Que. 
bale RAMBUS cos 55.cse<posevescntevsessoactixacecssdenargoersovacen ne wate aoeeee Hamilton, Ont. 
rN IN soo ston avccchh des wovareancdoedeoner ae Montreal, Que. 
Cv SCENIC 6s scan ocvscdeticnk So esvinca eee eee eae eee Montreal, Que. 
as ONO assis cs oss a sesedeckzieceee sa ia vn ee . Ottawa, Ont. 





The Annual Meeting 


The Annual Meeting of the Society, held on Friday, June 6th, at the 


Westmount Golf Club, Kitchener, Ontario, was a most successful one in 
every way. The attendance at each of the sessions undoubtedly gave ample 
proof of the vastly increased interest in the Society and delegates were 
present from Montreal, Toronto, Hamilton, Niagara, Kitchener and London 
Chapters. 


The weather was glorious and never has the Annual gathering had the 


advantage of more beautiful surroundings. In fact, the morning meeting of 
the directors was held on the lawn beneath shade trees and was much en- 
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joyed. Following this morning meeting lunch was served in the spacious 


dining room and at | p.m., after the mayors of Kitchener and Waterloo had 
been introduced, the guest speaker, Mr. Henry G. Borden, ne. General 
Counsel of the Department of Munitions and Supply, was introduced and 


addressed the gathering and the Radio Audience on the subject of ‘Canada 


at War The broadcasting facilities were made available through our 
co-operation with the Victory Loan Committee of North Waterloo, but to 
Ret back to the speecn. It was one of the best ever delivered on such a 
subject. Mr. Borden amazed his hearers with some of the things he gave 


us and his talk could not help but be a source of real inspiration to us all 
Never have we had a better speaker and never has a speaker been given a 
better reception. Following a short recess, the members convened in Annual 
Meeting which ran along very smoothly but no sense of undue hurry. 

The members unanimously decided to accept the invitation of the 


mployment Insurance Commission to stage a series of meetings through- 








out the country in the interests of the Unemployment Insurance Act. These 
meetings will be public meetings under the auspices of our Society and from 
such meetings will develop committees which will seek to further enlighten 
the industrial accountants and employers of labour concerning these pro- 
Visions. 

These meetings may be held before these lines are read but in any event 
will be held prior to the end of the month. 

It is expected that the Secretary Manager will conduct a series of such 
meetings throughout Western Canada next month 
Immediately on the conclusion of the Annual General Meeting all but 


directors formed themselves into two groups, one to play golf, the other to 


take in a Plant Visit to the Packing Plant of Schneider Bros. & Co., which 


was very much enjoyed. Following this, the party made a call at the Blue 
Top Brewery where the modern plant and equipment was inspected and 
doubtless the products ot the company were sampled. 

Meanwhile the directors gathered and elected officers, which resulted 
is follows 

Chairman, G. Appleton; Vice-Chairmen, P. W. Wright, and J. J. Me- 
Laughlin; Honorary Treasurer, W..H. Furneaux; Honorary Secretary, E. J 
Loiselle; Secretary Manager, R. Dawson Educational Committee Chai 
man, P. W. Wright; Vice-Chairman, K. M. Horton, 

After routine business had been disposed of the directors went into 
Committee of the Whole to discuss provisions as between the two Provincial 
Societies and the Dominion Society The discussion was hot and heavy for 
ome time, but eventually a common ground was found and the meeting 
ended most harmoniously 

[Then came the closing dinner, which was most enjoyable. The various 


flicers of the Society were introduced. Golf prizes and prizes won in the 


rize drawing were awarded and later came the entertainment which was 
mething to appreciate. 
The gathering broke up about 10.40 p.m., that is except for those who 
; I I 
wished to make a night of it. 
Chis resume would not be complete without reference to the Committee 
t 
on Arrangements composed of directors of the Kitchener Chapter, headed 


by Dan Seebach. They performed their work in grand fashion, and with 














REPORT OF PRESIDENT AND DIRECTTORS 


Dan were associated Gordon Good and Jack Farnsworth. All worked hard 
and the arrangements could not have been surpassed. This Committee, and 
Dan Seebach in particular, deserved all the praise heaped upon them for 
their efforts. 


REPORT OF THE PRESIDENT AND DIRECTORS FOR THE YEAR 
ENDED 30th APRIL, 1941 

Another year has been added to the life of the Canadian Society of Cost 
Accountant and Industrial Engineers. It has been a year of gravity to our 
country and of serious consequence to ourselves—a year which has brought 
to us a realization of new and urgent responsibilities—a year which none of 
us shall probably ever forget! 

As a Society, we have made material progress—we have faced new 
conditions and have found new demands being made upon us. In particular, 
there was the growing demand for men qualified and experienced in the 
work for the study of which this Society was formed. We have been able 
to assist the Government and Canadian industry through the supplying of 
personnel, the continued education of students and co-operation with Domin- 
ion Departments. We have taken steps to co-operate with the Dominion 
Unemployment Commission. A number of our members are engaged in 
special Government duties necessitated by the War Effort. A goodly num- 
ber are doing their part in the Fighting Services, and we wish them God- 
speed. 

A brief summary of some of the year’s activities follows and this sum- 
mary will be supplemented by more detailed information from the Secretary- 
Manager and from the heads of the respective committees. 

Chapters 

The Society now operates twelve Chapters throughout the Dominion 
The Ottawa Chapter, established during the year, has had very successful 
meetings and bids fair to be one of the best. The new Chapters formed in 
the previous year have consolidated their position. All Chapters, with the 
possible exception of two in the West, have had an active and progressive 
session. 

Visits to Chapters 

As your President, I have had the privilege of visiting, in company with 
Mr. R. Dawson, your genial Secretary-Manager, all Eastern Chapters at 
individual or combined meetings. We were very cordially received and we 
could not help being impressed by the enthusiasm and good fellowship 
which prevailed. I wish to again express my sincere appreciation of the 
warm welcome and the many courtesies which were extended to us. 

These meetings were held as follows: 

Wednesday, November 6th, 1940, Hamilton, Ont. 

Joint meeting of the Toronto, Hamilton, Kitchener and Niagara Penin- 
sula Chapters. Discussion of “Problems in Aircraft Costing”. 
Thursday, November 7th, 1940, Kitchener, Ont. 

Lunch with Mr. D. C. Seebach. Chairman Kitchener Chapter, and 
Messrs. J. Babcock. J. Farnsworth and J. Henderson, Directors. 
Thursday, November 7th, 1940, London, Ont. 

Dinner with the Chairman and Directors of London Chapter, followed 
by meeting. Discussion of ‘Distribution and Control of Manufacturing 
Expense”. 
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Friday, November 8th, London, Ont. 
The University of Western Ontario, Department of Business Adminis- 

tration, 10 a.m. Attended on invitation and addressed combined classes on 

Cost Accounting. 

Friday, November 8th, 1940, Windsor, Ont. 

Dinner meeting at Norton Plamer Hotel. Discussion of “Principles of 
Standard Costs”. 

Friday, March 28th, 1941, Ottawa, Ont. 

Dinner meeting at Laurentian Club. Discussion of “Variable Budgets”. 
Friday, May 9th, 1941, Montreal, Que. 

Review of activities of the Society for the current year. 

It was a great pleasure to see the Chapters in action, even as a speaker, 
and to realize the extent and good work of the organization to which we 
belong. Visits by more members to other Chapters would be most bene- 
ficial. 

Membership 

Detailed summary of membership, which is being passed to you, shows 
a consistent membership increase. The total membership, 660, shows a net 
increase of 66 during the year. We are, indeed, becoming a national 
organization! 

Educational Activities 

Educational activities have been an important part of the program of 
most Chapters. Active study groups have been formed and have met regu- 
larly during the winter session in conjunction with many of the Ontario 
Chapters, and a great deal of valuable work was done. Courses, established 
originally under the incentive of this Society, were continued at McGill 
University in Montreal. A larger number of candidates than ever before 
have written the Society's examinations, concerning which the Educational 
Committee will give more detailed information. Examinations were of a 
senior calibre and the pass mark was retained at a high standard. 

Degrees 

This session saw the realization of many years’ planning and effort in 
the securing of Chapters for two new Provincial bodies organized under the 
sponsorship of this Society, namely. (a) the Society of Industrial and Cost 
Accountants of Ontario, and (b) the Cost and Management Institute, in 
Quebec; both with the powers to grant degrees and the use of restrictive 
letter designations to qualified members. It is unfortunate that it has been 
found necessary to obtain different Society names and different degree 
designations in the two Provinces and I sincerely trust that reconcilation 
of the two may come in the not too distant future. 

Committees in both Ontario and Quebec have been studying proposed 
by-laws, regulations for examinations, and the organization of the Provincial 
associations and their relationship with the Society. A meeting of Ontario 
ind Quebec delegates was held, for that purpose, yesterday in Toronto and 
report will be given separately at this meeting. 

The powers granted to these new associations and to this Society in 
co-operation with them, brings added responsibilities in respect of the 
promotion and control of educational matters. May we prove to have the 
foresight and judgment necessary to take proper advantage of our powers 
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and to control and administer them in such a way as to bring the greatest 
credit to our Society. 
Employment 

We have been able to supply many Cost Accountants to the Dominion 
Government and to various industrial firms, but the demand has been far in 
excess of the number of trained men available and the widening of educa- 
tion and training in this field is most essential. 

Appreciation. 

I wish to express, on behalf of the Directors and myself, sincerest 
appreciation to Mr. R. Dawson, our Secretary-Manager. He is labouring 
hard for our Society and his interest and enthusiasm are unlimited. His 
wholehearted co-operation during the year has been valued very highly. 

To my fellow officers and directors, I wish to express my thanks, with 
a special word to one in particular, Mr. Alex. Howey, whose excellent work 
last year and his kindly advice this year have made it easy to carry on the 
good work. 

This has been a year of real enjoyment to me and I am very glad to 
have had the honour and privilege of being President of this Society, par- 
ticularly at this time. 

The Future. 

The future of our Society should be one of progress and achievement. 
We feel that we are doing a real and needful job. Our opportunities and 
responsibilities are wider through the additional authorities which have 
been granted to us and the fields of service which have been opened. 

As a Society and as individuals, our value at this time must be meas- 
ured by the contribution which we are making to our Country and to the 
furtherance of the cause for which it is fighting. May that contribution be 
real and substantial! Until we win this war—'‘Business as Usual’ must 
give place to “Business for Canada and the Empire”. 

Respectfully submitted, 
DONALD R. PATTON, 
President. 





Men ° War 


L. A. PETO 
Of Saboteurs and Hurricanes 
(Re-printed from the May Issue of the Montrealer) 
(Mr. L. A. Peto, the subject of this article, is a member of our Montreal 
Chapter and a Past President of the Society ——Editor). 


Back in the days when a spitfire was merely your quick tempered gal 
friend and a hurricane only an out-size gale of wind, there was a Scot whose 
name should have been Glencannon, who had most of the more desirable 
qualities of that fabulous gent, but who wrote instead of tinkering with 
turbines . . . and wrote soccer, of all things. To him belongs such credit 
as may be had for introducing a scrivener to a citizen who even then was on 
his way to become a figure of magnificent aspect in Canadian commerce, 
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GEORGE APPLETON 
Toronto Hydro Electric System 
Newly elected President of the Canadian Society of Cost 


strial Engineers, succeeding D. R. Patton, 
ppleton is a Past President of the Toronto 








Mm DF 


Toronto, June 18, 1941. 


AS YOUR NEW PRESIDENT I DESIRE TO EXPRESS MY 
SINCERE THANKS TO MEMBERS OF THE SOCIETY FOR MY 
ELECTION AND TO CALL UPON ALL MEMBERS TO WORK 
UNCEASINGLY FOR THE GOOD OF THE SOCIETY DURING 
THE PRESENT YEAR. WITH YOUR HELP WE CAN ADVANCE 
VERY CONSIDERABLY THE IMPORTANCE OF OUR WORK 
AND OUR SOCIETY. 


(Signed) GEORGE APPLETON, 
President. 
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though not by the customary device of promoting great corporations for 


which the public puts up the money while the fellow with the idea takes 
the jackpot 

Probably it is the strange addiction of soccer players for leaping off the 
ground to bunt an inflated leather globe with the tops of their heads which 
gave Len Peto the dogged streak which is his chief stock in trade. The 
writer wouldn't know. But it is that tough streak and nothing else but, that 
tremendous capacity for rugged individualism which put a good many mil- 
lions of dollars in the pockets of the people who employ him and which now 
seems likely to repeat the performance. 

Along about the time the charnel house of Europe last banked its fires 
Leonard Arthur Peto had succeeded in working himself up to be Comptroller 
of Canadian Car, where he had specialized in accountancy since coming out 
to The Colonies six or seven years earlier. Now, with the peculiar interest 
which accountants show in red ink, he began to manifest interest in a large 
entry on the debit side of the company’s books. The sales boches, it will 
be recalled, had blown to the skies plants owned by the Canadian company 
in and around the waterside corner of New Jersey which has since gained 
world renown as Black Tom. The Company filed its claim. Big Name 
commissions began to sort out the bills filed by creditors of the defeated 
Reich who wanted to share German assets sequestered by the United States 
Government. The first sabotage claim was lost at The Hague. The scene 
moved to Washington. The American courts began to hear evidence. The 
Germans fought back, for to lose in the courts meant admission of the guilt 
of Bernstorff, of Boy-Ed, of all the miracle men of that era of strange neu- 
trality when Germany attacked the United States from within. Meanwhile 
Peto had become counter-saboteur, working through all manner of devious 
channels to establish the guilt of yesterday's enemy . .. and to secure pay- 
ment of the bill. It is on the record that a good many of his associates 
deemed him the victim of monomania . . . The fellow insisted on playing 
when the cards were stacked . . . better forget and stick to his executive 
job in Montreal, where he could think about railway cars, things you knew 
you could get paid for making. But Peto makes an elephant resemble an 
absent-minded professor. Collection of the War Guilt Account remained 
his paramount interest, even when he seemed to be thinking about the soccer 
club he sponsored for the fun of watching young men bunt leather balls 
with their foreheads. His Boss, the late W. W. Butler, grand old man of 
the car-trade, backed him . . . backed him when fellow-directors suggested 
Peto might be chasing swastika-ed rainbows, found him money to pursue his 
witch-hunt, told shareholders to go chase a goose, never lost faith in Peto’s 
determination to collect. Too bad Butler couldn't have lived to see the 
$6,000,000 cheque which constituted Germany’s first payment on account (in 
1940) for what some of Herr Hitler's current friends had done to the 
property of a Canadian corporation in that other war, more than twenty 
years earlier. That cheque meant more than a payment on account. It 
meant judgment of high war guilt in that other war, uttered by the highest 
court in the United States. 


By the time the cheque came in the morning mail, however, Peto was 


not present to open the envelope because the soccer-addict, now become 
Managing Director of the Car Company, was in Ottawa that day. In the 
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capital he was probably pacing a Chateau Laurier suite, damning visiting 
firemen from beyond the Atlantic ...a breed of gentlemen not given to 
speed in their enterprisings. For months on end Peto had wanted to make 
Spitfires, Hurricanes, any damned airplane which could knock tun raiders 
out of the sky. In the beginning he didn’t enjoy much luck. Britain was 
going to win via Blockade, and it wouldn't be necessary to upset the home 
economy by giving business to a lot of upstarts in the distant reaches of 
Empire. Peto pleaded. Peto swore. Peto made ready to manufacture. 
Again some of his own principals and associates urged him to desist. The 
Car Company is supposed to be a commercial venture, tending to its share- 
holders’ knitting, not a quasi-philanthropic enterprise insisting on manufac- 
turing aircraft for people who declare they won't be needing any airplanes 
But Peto, who has vision as well as an inclination to be dogged, insisted on 
making aircraft and in the fulness of time he was given what is irritatingly 
known as an “educational order,” the kind of phrase nobody resident in 
North America could think up if he lived to be a million. Peto soon proved 
himself to be reasonably well educated. The order was increased. Planes 
began to roll from the assembly line of what a censored press would prob- 
ably call An Industrial Plant Somewhere in Canada. To-day Peto planes are 
in the Battle of Britain, which proves that a stubborn fellow of vision is 
handy to have around. Peto, in fact, will probably go so far on the strength 
of this bizarre quality that Horatio Alger will have to get up out of his 
grave any day now and write a book about him. 

If so, it will be a better book than most of that lamented gentleman's 
works, for he will find in Len Peto an amiable cuss whom nobody would 
suspect of such single-mindedness. To the casual onlooker Peto has all the 
earmarks of the easy-going Executive-about-town. He digs down to give 
Montreal Big Four Rugby teams. He sits in on the mental hallucinations 
of fellow hockey-promoters. There is about him the air of ease not usually 
associated with high-power purpose. But when you see him lolling in a 
Forum box with his cronies, chances are he just flew in from Washington 
from belaboring a Supply Council, from his airplane plant, or from attend- 
ing the bureaucratic high-jinks currently prevalent in Ottawa, in order to 
watch his hearties disport themselves for the glory of dear old Alma 
Montreal. Better watch the gentleman. He is the type who is making this 
nation’s industrial effort hum . the sort of up-an-coming industrial wizard 
who will probably have much to say in the Canada of after the war, in 
which land, unless we miss our guess, the Old Order already yieldeth place 
to the New. Len Peto is never a fellow who will balk when Progress and 
New Orders are mentioned. Matter of fact he will probably be pretty 
stubborn about helping to put it across. 
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HANDISET 
FORMS 


\s shown in the sketches, Handiset 
Forms are  multi-copy business 
forms, with fresh, inexpensive car- 
bon paper already interleaved. Come 
in unit sets with carbons and torms 
glued at stub. 


\fter typing or writing, the forms 
and carbons are snapped apart— 
carbons remain affixed to stub— 
forms loose, Copies which require 
additions or extensions may be leit 
with carbons atfixed—for subsequent 
typing or writing. Fingers ney 

touch carbons. Used for typed 
records in any typewriter, billing 
machine, accounting machine 0: 
tabulator—or for handwritten rec 


ords, loose or in books. Eliminates 


all carbon stuffing, jiggling in align 
ment and unshuffling. 
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La Salle Extension Univer- 
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requirements of the Can- 
adian Society of Cost Ac- 
countants & Industrial En- 
gineers. Whatever your 
background of training and 
experience, it is likely that 
we can give you just what- 
ever additional coaching 


YOU may require. 


Let us know how far you 
have progressed in your 
studies up to the present 
time and we will gladly out- 
line a programme to fit your 
individual needs. 


LaSalle Extension 
University 


CARTY BLDG. 


Yonge and Albert Streets 
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As the nation quickens its production, fewer minutes 
can be spared in obtaining statistics upon which to 
base vital decisions . . . fewer minutes can be wasted 
tracing stock and parts... fewer minutes can be used 
up in looking for clerical errors in budgets, specifica- 
tions, estimates and commitments. 


Today's Burroughs machines provide essential records 
and prompt control figures in less time, with less 
effort, and at less cost. 


Burroughs representatives offer their experience and 
technical knowledge of machines, applications and 
procedures in solving a specific problem. Investigate— 
tall Burroughs today. There’s no obligation to you. 


BURROUGHS ADDING MACHINE OF CANADA LTD. 
WINDSOR, ONTARIO 
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Cost Accounting 


The papers and discussion which follow were presented at a special 
technical meeting on the evening of October 16, 1940, at the Engineering 
Auditorium, New York City, under the direction of the Technical Com- 
mittee on Cost Accounting, of which Marshall Granger is Chairman 


Manufacturing Overhead, Its Accumulation and Distribution 
By H. MYLES JACOB, C.P.A. 


This talk on “Manufacturing Overhead, Its Accumulation and Distribu- 
tion” is intended primarily as a spark to touch off discussion in the forum 
to follow. It is not intended that any of my comments are to be interpreted 
as rules, for each different problem of overhead distribution deserves 


specialized and individual consideration. 


Just what is manufacturing overhead? It is composed of costs of 
manufacture other than direct labor and material. It excludes selling ex 


pense, administration expense, et cetera, not usually a part of production 
cost. 

The old idea was that overhead was a dark and disreputable jumble of 
expenses other than direct labor and material. Regarded as an ever-present 
yet not-too-necessary evil, all items of overhead were lumped and sum 
marily treated to a distribution based on a mystic relation to direct labor 
cost. The items of production cost, not so treated, sneaked into the profit 
and loss account as ‘Other Expenses”’. 

With time and thought the concept is changing, and now most account 
ants recognize manufacturing overhead as a collective term applying to the 
expense of furnishing a large number of services essential to manufacturing. 
Furthermore, the effort is to make those services all appear in manufactur- 
ing cost rather than being shown as a charge to P. and L. 

To-day, more than ever, can we see the trend toward increasing use of 


labor saving machinery. With that trend, overhead—the wage of the 


g 
machine—becomes a constantly more’ dominant factor, a major part of 
manufacturing cost. 

With all this in mind, we can look with critical eye upon the practice 
of lumping overhead and distributing it by some arithmetically convenient 
method. True, such method makes each product or process bear some over- 
head, yet the apportionment is made without consideration of the essential 
nature of the expense, of the service rendered, or of the product or process 
benefited. 

Our problem, then, is to accumulate our overhead expenses—all of 


them, examine their nature, their bearing on the productive process, an 
thereby make an informed distribution to production cost. 
Accumulation 

Overhead expenses seem to fall naturally into groups. If we consider 
such groupings in an accumulation, we are well on the way to a proper 
listribution. 


t, 


For example, ‘Provision of Manufacturing Space” would embrace ren 


taxes, building maintenance, heating, etc.—The entire cost of factory space. 
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[The group “Labor Overhead’ might embrace superintendence, com 
pensation insurance, safety expense, employee benefits, etc. 

Power’ would represent its purchase cost, or the all inclusive expense 
of generation, plus the cost of distribution. 

Maintenance of Machinery and Equipment” might be another heading. 

Storage and Supply Expense” could be a division in which the cost 
of running the stock-room, supply warehouse, etc., is accumulated 

Inter-Plant Transportation’’ would be the meeting place of tramming, 
conveying, elevator, trucking and similar costs. 

The above groups are but examples—there are many more, differently 
constituted, depending entirely upon the type of manufacturing and the kind 
of expense. 

Distribution 


What is the problem of distribution? It is to allocate the expenses 


already accumulated in such a way that they become a part of product or 
process cost in the most reasonable and equitable manner, with due regard 
for their part in the productive process and without burdensome clerical 
effort and expense. 

Among the procedures preferred by many of the best cost accountants 
is so-called ‘Normal Overhead". I will do no more than mention the sub- 
ject, which will be discussed by Mr. Leahy in his paper. 

It would be folly to try to lay down rules for the distribution of over- 
head, for fundamentally it is a problem of analysis and discretion. The 
methods of distribution are limited only by the nature of the job, your 
ingenuity and your thoroughness 

The best method of approach is to ask yourself, “How ts this expense 
related to the manufacturing process?” In many cases you will find that 
time, or an element representative of time, is the connecting link. For 
example, labor time, expressed in man-hours or as direct labor cost, provides 
a good basis for distribution of some items of overhead. The group “Labor 
Overhead” mentioned before is one. 

Machine running time, expressed as machine-hours, or in some cases 
as quantity of production, provides another favorite basis for distribution. 
This might be used to allocate “Maintenance”’. 

Material volume, or cost, might in some cases be used to distribute 


Storage and Supply Expense’, “Inter-plant Transfer Expense’ and similar 
items of overhead. 

Space occupied may be the method by which to distribute ‘Storage and 
Warehouse Expense” and ‘Provision of Manufacturing Space.” 

The foregoing have been cited as examples; there are many others, and 
many combinations. 

Why Bother? 

The logical question might be asked, ‘Why go to all this trouble?” 
The answer is primarily that overhead is usually of large amount and is as 
much a cost of production as is direct labor or material. Obviously, the 
best manufacturing policy cannot be followed if the real economic costs are 
not known. Neither can a fair and workable price policy be evolved. These 
factors of production cost and selling price have a tremendous effect upon 
profit, and in the last analysis cost accounting is of benefit to a manufac- 


turer only as it aids him to operate at a profit. 





531 








COST ACCOUNTING 


Another consideration which may help to point the way to profitable 
operation is a segregation of fixed and variable overhead. Obviously, as 
production expands beyond normal levels, fixed overhead will decrease pet 
unit of product. Examination along these lines may point to the desirability 
of encouraging increased volume for certain products, or a varying propor- 
tion of production between various products. For example, a low profit 
item at expanded production may increase profits by absorbing fixed over- 
head and causing but small increase in variable overhead. 

Fixed and variable overhead leads naturally to a mention of the prob- 
lem of the overhead to be distributed to the cost of maintaining idle facili- 
ties. This, too, is an important question profit-wise. A business burdened 
with useless, idle facilities, will force itself out of a competitive price market 
if its selling prices are based on costs loaded with idle plant expense. Also, 
a manufacturer will consistently under-price his product if he ignores the 
fact that maintenance of a certain amount of reserve plant is a current pro- 
duction cost. 

Another profit possibility is inherent in a careful distribution of over- 
head costs. Many overhead costs are taken for granted when not shown as 
a part of product and process cost, and the analysis upon which a distribu- 
tion is based may turn up duplications of effort, overlapping functions and 
needless expenses. Furthermore, a group of operating foremen, all vocifer- 
ously proclaiming the gross unfairness of the overhead charged to their 
departments, may point the way to paring of overhead costs. 

Summation 

Overhead accumulation is the problem of recognizing overhead items 
and gathering them into groups best susceptible to joint distribution. 

Overhead distribution is the problem of making overhead expenses 
bear on product or process in the most reasonable and exact manner, at a 
cost which is commensurate with the benefits to be realized. 

The function of overhead accumulation and distribution is important 
to management because it has a great influence on production and selling 
policies. It is important to public accountants because one of the surest 
ways to keep a client happy is to help him operate profitably. 


STANDARD COSTS—CONSTRUCTION AND APPLICATION 
By WILLIAM G. LEAHY, C.P.A. 


Because of the short time at our disposal this evening, I think it is 
advisable to approach our subject by discussing general principles which 
underlie all standard costs systems. After all, the principles remain the 
same, and if we have a good understanding of them we can work out the 
details. 

As you all know, a standard cost system is an organized procedure 
which enables the compilation and comparison of summary totals of actual 
and standard costs of production. Actual costs of production are the costs 
of direct materials used, the wages of direct labor, and the costs of factory 
overhead. The standard costs of production are obtained by costing and 
extending the number of units produced at the unit standard costs of direct 
materials, direct labor and factory overhead. The differences between the 
actuals and standards are called cost variations. 

We find, therefore, three things which are necessary for the operation 
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cost system. First, production; that is to say, the quantities 





roduced must be reported, Second, the ac | costs of direct materials, 
jirect labor and factory overhead applicable to that production must be 


1 third, a file of unit standard costs of direct ma- 
factory overhead must be available. 

in the order mentioned. Practically all products 
ons and stages, in the course of manufacture. Pro- 


ted by stages, including, of course, the final stage 





product. In some cases, especially if daily control 
orts are required, production may be reported at each operation. Con- 
dual plants and requirements of close control coupled 
ith practical ability to get actual costs, will determine the frequency of and 
yvints at Which production is to be reported. It is obvious that there 
cannot be any comparison of actual and standard costs, if you cannot get 
the actual costs. 


Production reports are obtained and costed at these stages to determine 





uctuations in work in process inven ‘s and to obtain comparisons which 
ire useful in controlling factory operations. The more often such compari- 
sons are made, the greater amount of clerical work will be entailed. It 


would be inadvisable to incur this expense unless the utility of the data 
warranted it. For accounting purposes, reports of finished products might 


suffice, if it were possible to get the fluctuations in the work in process 


When we speak of actual costs in connection with a standard cost 
system, we do not mean the collection of job costs under work orders. On 
€ contrary, actual costs are collected in totals in the work in process 
unts, and separate accounts usually are kept for direct materials, direct 

1 ¢ tern 


r, and factory overhead. 





, ; , 
Materials in process accounts may be arranged by classes of materials 
§ ; 


t 
processes, or by classes of product. Direct labor accounts may be ar- 
nged by departments or manufacturing centers, or by product class 
sccounts. In some cases both arrangements may be used. Direct labor is 


debited to departmental accounts and subsequently transferred to pro- 


iss accounts 
. 4 


Jacob has just tolc 





you how factory overhead is recorded and dis- 


mental expense accounts. I will say, the total depart- 








lected in departmental expense accounts and all, a 
ttion thereof, or a greater amount are subsequently credited thereto and 
dsorbed in the costs of production. When only a part is transferred, the 
remainder is commonly known as unabsorbed overhead. When a greater 
ount is absorbed, the excess is termed over-absorbed overhead. To 
iplify or discuss consideration of absorbing overhead in costs would take 
too much time, and I am obliged to go on to something else. 


The work in process accounts are an important part of the organization 





construction of a standard cost system. They require careful planning 
t the origination of the system in order to obtain cost variations that are 
¢lative and significant. This is especially true if you carry actual and 


} 


tandard costs and obtain ratios between the two 


After planning the structure of the standard cost system the next im- 


tant step is to set up the files of standard costs. These usually consist 
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of two sections. The first section is a file of base rates for materials, direct 
labor and overhead. The second section comprises a file of unit standard 
costs which are computed from the base rates. The unit standard costs are 
used for costing production, goods sold and physical inventories. 

For materials, the base rates are merely lists of the kinds of materials 
and the standard price of each. The unit standard costs are obtained by 
multiplying the standard quantites of materials required to produce the item 
by the standard price. 

The standard quantity may be the gross quantity required to produce 
the unit, or it may be the net quantity contained in the finished unit. 

Salvage values of scrap, waste and recovered materials, also have to be 
recorded in the standard unit costs, unless the amounts are not substantial 
and the small amount recovered may be treated either as other income or 
as a reduction of general factory expense. In some cases, however, recovery 
of materials is very important and substantial and must be computed in the 
standard costs. I am afraid, at this time, I cannot do more than mention 
the fact that these conditions are encountered. There are many different 
factors involved which would require time to discuss. 

The plan of wage payment in force in the plant will have a deciding 
influence on how the list of standard rates or base rates are made up for 
direct labor. Roughly, there are three general methods of payment—hourly 
rates, straight piece rates, and incentive bonus systems. 

In the case of hourly rates all that is necessary is to make a list of the 
hourly rates for the different operations. In the case of straight piece rates 
the rate paid obviously is the standard base rate. When an incentive bonus 
plan is in force the situation is a little more difficult. Such plans usually 
establish standard time very clearly, but have lower rates for the amount 
of production the operator produces in excess of the expected par. Accord- 
ingly there are not any fixed hourly rates or fixed piece rates in existence. 
However, a study of the system and local conditions should enable the 
determination of a correction factor to be used and lists of base rates ex 
pressed either as hourly rates or as piece rates can be made up. 

When hourly rates are used, standard unit costs of direct labor are 
obtained by multiplying the quantity processed at each operation by the 
standard time and then by the hourly base rate. When piece rates are used, 
the quantity processed is simply multiplied by the standard piece rate. 

Spoiled work may be expected in production of almost all products and, 
further, may be expected to happen at almost all stages or at almost any 
operation of production; consequently, in order to produce 100 good units, 
it is necessary to start with a greater number. For example, if we take an 
article which goes through three operations and five are spoiled each time, 
the first operation is performed 115 times, the second 110 times, the third 
105 times, in order to produce 100 good pieces. These declining quantities, 
therefore, have to be figured for succeeding operations. 

I don’t want to convince you that you have to do that in every case; 
that isn’t correct. If the standard costs are intended to be estimated actual 
costs, it will be necessary to do so. On the other hand, if the standards are 
looked upon as measures of ideal performance, it may not be necessary. 


The first step in setting up standard overhead costs is to prepare a 


budget of factory expenses at a stated normal operating capacity level. The 
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normal operating level may be expressed in quantities, man-hours, machine- 
hours, standard direct labor dollars, or a combination of several or all of 
them. There are many different opinions as to how this level should be 
established; the main fact is, however, that it must be established regardless 
of method. 

As to the budget itself, it is merely an estimate of the expenditures and 
accruals of factory expenses, based on the selected level. Schedules are pre- 
pared in detail showing amounts by class of expense and in total for depart- 
ments or burden centers. 

The standard overhead base rates are the normal factory expense rates. 
These are obtained by dividing the total budgeted expenses of a department’ 
or a center by the total units in which the normal capacity is expressed. For 
example, if the total budgeted expenses of a department are $10,000 and the 
normal capacity level is expressed as 20,000 man-hours, the normal expense 
rat is 50c a man-hour. Of course, if the normal capacity was 20,000 pounds, 
it would be 50c a pound. Thus we may have standard overhead base rates 
per pound or per man- and machine-hour, or as a percentage of standard 
labor. Whichever way the rates are expressed they must result in the inclus- 
ion of a fair proportion of overhead in the standard costs, and this should 
be the deciding factor in determining what course to pursue. 

The unit standard costs for overhead are obtained by multiplying the 
standard quantity or the standard time by the standard rate, or if percentages 
are used by applying the appropriate percentage to the amount of standard 
direct labor. 

Objectives of a Standard Cost System 

The foregoing is a very brief outline of the bare essentials necessary 
to operate a standard cost system. The objectives are the results which we 
obtain from the operation, and these must be constantly kept in mind. 
Roughly, they may be classed as: (1) The ability to estimate reasonably 
accurate actual costs, (2) obtain reports which will assist the factory in 
keeping costs within due limits, (3) to supply accounting information which 
enables the preparation of periodic reports of profit and loss in total, by 
departments, by products or by territories and statement of inventory values 
for balance sheet purposes, and (4) to furnish accounting control of inven- 
tories. 

Factory Control Reports 

In addition to providing the accounting information which should flow 
from a cost system, a well designed standard cost system frequently pro- 
duces data which may be effectively used for the preparation of reports as 
a guide for factory executives. These reports are prepared separately for 
materials, direct labor and overhead, and may be made up daily, weekly or 
monthly. They usually show the amounts of actual and standard costs and 
the extent, direction and an analysis of cost variations. The principle of 
exceptions is employed; that is to say, items which are running out of line 
stand out sharply and indicate the need of investigation and possible action. 
If the figures show that expectations (or standard performance) are being 
accomplished, there may be no necessity for a further detailed review. 
Analysis of Cost Variations 

Material costs vary due to prices paid, quantities used and substitution. 
When prices paid are higher or lower than standard prices, the differences 
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are called price variations. When the quantities of materials used are greater 
or less than the standard quantity, the differences in costs are termed yiel 
or usage variations. The vield variation is deemed to be direct factor 
responsibility, whereas price variation may not be. Both price and yield 
variations are easily developed. Substitution or formula variations are mor 


complicated, and frequently present quite interesting problems 

Direct labor costs vary for reasons of rates paid, time taken (or produ 
tivity) and on account of spoiled work or yield. All of these variations cap 
be developed, but it is sometimes difficult to determine the effect of spoile 
work when an allowance is made in the standard costs. In this case, it } 
necessary to obtain the difference between the standard allowance and tt 
actual spoilage cost. 

Overhead control reports are usually prepared for two purposes,—(1 
over-all control, and (2) departmental control. In the first case, compar 


1 


sons are made between actual and standard, and the variations can } 








analyzed as to the three major causes, which are effectiveness of pri 





tion, volume of production, and expenditure. Effectiveness variation is 


difference in normal burden costs between the actual time taken to produc 
the product and the standard time. It is obvious when the rate of production 


is greater than standard that a cost reduction results and, contra, if the 





of production is less than standard, the costs are excessive. The volume 





capacity level. The more goods pr 


production variation is related to tl 
duced, the greater the amount of standard burden absorbed in the cost 
The expenditure variation may be the difference between the actual amoun 


of expenses and the budgeted or standard amount. 


Departmental control reports are those submitted to the foremen of t 
factory. It has become the custom to list, on these reports, only those 
penses over which the foreman exercises control. Sometimes such r 





are prepared apart from the standard cost system, and comparisons are mad 
with budgeted expenses at the actual capacity operated, and not with th 
standard expenses. The reason for this is that standard expenses vary diré 
with production, whereas the flexible budgets may not 
Inventory Controls 

Accounting control of inventories is two-fold. Position (i.e. long 


} 


s requires proper classification in order 





short) should be indicated. “Thi 
that the balances may show undue accumulations or reductions of inventoric 
On the other hand, when physical inventories are taken and valued 

differences between the balances in the accounts and the inventory value 
should definitely indicate overages or shortages. If the clerical work is don 
properly, overages can hardly be expected. A standard cost system provide 
an excellent control of this nature. The debits and credits to the inventor 
of accounts are made at standard costs and therefore the balances represen’ 
the quantities on hand at standard cost. In order that this may be true, 
| 


is necessary, when standard costs are changed during the period, to tak 
physical inventories and adjust the inventory accounts for the total amoun 
of the change. Physical inventories are valued at standard costs, and d 


ferences therefore will indicate inaccurate clerical work or shortages. Obi 





ously, it is important to know that there is an actual shortage. 
Types of Standard Cost Systems 


There are two types of standard cost systems, and they differ essentia 
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in the treatment of cost variations. One method is to carry the cost varia- 
tions directly to profit and loss, and to state inventory values at standard 
costs. The other considers cost variations as part of the actual costs of 
production, states inventory values at actual costs, and carries a proportionate 
part of the cost variations, applicable to cost of goods sold, to the profit 
and loss account. When inventories are customarily stated at actual costs, 
the actual and standard costs are frequently carried in parallel columns in 
the accounts and the proportion of cost variation charged to cost of goods 
sold is determined by the ratio of actual to standard costs of the debits 

Besides these differences in treatment of cost variations and handling 
of work in process and finished goods inventory accounts, there are entirely 
different concepts of what standard costs represent and what they are to be 
used for. In the first method standard costs are intended to be precisely 
estimated actual costs. In the other, they are looked upon as basic measures 
and as tools for getting actual costs without too much detail. When needed, 
actual costs are estimated separately. 

Naturally, these different treatments and concepts will affect the con- 
struction of the standard cost system, especially form design and structure 
of in process and finished goods accounts. If standard costs are to be 
changed frequently, it is advisable to make provision for doing so on the 
standard cost forms. If cost ratios are used, the items included in an 
account should be of like nature and should be affected similarly by the 
cost variations. 

In spite of these wide differences in opinion and procedure, the prin- 
ciples which I previously outlined are common to both methods. The 
choice of type may be governed by individual preference and satisfaction 
of the viewpoints of the management of the individual company. 

There are many interesting phases of standard cost accounting which 
we do not have time to go into, but I believe we have covered the elemen- 
tary principles. Details of application, of necessity, have to be worked out 
for each individual plant. Methods of accounting for scrap, spoiled work, 
off grade qualities, by products, joint products, the treatment of over and 
under absorbed overhead, analysis of variations in profits are all interesting 
subjects for discussion and we could easily spend the evening on any one 
of them or some others not mentioned. 

Summary of Discussion 

Following the presentation of papers the meeting was thrown open for 
discussion, and the following points were brought out: 

The practice of including interest on investment as an element of cost 
is desirable under certain circumstances, but is not as prevalent now as 
formerly 

Under conditions where a variety of products flow through a depart- 
ment simultaneously, in order to prove the accuracy of standard costs it is 
not necessary to compile current material, labor and overhead expenses for 


l ¢ 


each product or unit quantity and compare them with the standard cost of 
each. Adequate control is provided by comparisons of total standard costs 
with total current costs for the department as a whole or for each class of 
products going through the department. 


The question was raised as to whether amortization of patents licenses 


under patents, or royalties, payable as a percentage of sales should be in- 
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cluded in costs. The consensus was that these items might be included in 
costs in many instances. However, in valuing inventories, while amortiza- 
tion of patents should ordinarily be included as an item of cost, royalties or 
payments contingent upon sales should not. be. The facts must govern the 
treatment. If amortization represents a proportional write-off of a previous 
expenditure, either in connection with development and securing of patents 
or obtaining a right to manufacture and produce, the charges are similar to 
depreciation or depletion, and constitute part of cost of production. On 
the charging off of an advance 


the other hand, if amortization represents 
payment made solely in connection with the acquisition of a right to sell, it 
; 


would be proper to consider it as part of distribution costs, and to exclude 


from inventory values 
; ; Tangle 7 
[he distinctions in accounting treatment of overabsorbed and under 


absorbed overhead when making up periodical financial reports during an 


annual accounting period, and when making final financial reports at the 
end of an annual accounting period, were discussed. It was brought out 
that at the end of the annual period, good practice is, under ordinary con 
ditions, to consider overabsorbed overhead as a reduction of cost of pro 


duction, which should be applied to inventory values, and to treat under- 


absorbed overhead as an item directly applicable to profit and loss. This 


conservative practice, however, is not necessarily to be followed in making 


up monthly reports intended for managerial purposes. Seasonal variations 


and fluctuations in activity might result in over or under absorption of 


substantial amou different months, whereas at the end of the year, 


these might aged out with no substantial balance remaining. In 


such cases, it found advisable to follow the practice, in monthly 





of setting aside overabsorbed amounts and deferring 





or quarterly s 


underabsorbed amounts. The importance of having a proper method of 
determining whether the entire amount should be deferred or whether part 





should be considered as applicable to profit and loss was emphasized. 
In case of substantial increases in prices, if standard costs are changed 
and it becomes necessary to make an adjustment to inventory values, the 


mount of this adjustment must not be consid 


ered as an immediate profit 
he amount should be treated as a deferred credit, and provision should be 


proportion to prohts when the goods are actually 


made to transfer a propel 


ye taken at the close of annual accounting periods 


t 


sold. Particular care 
verstate inventory values by stating inventories at standard costs 
which are higher than actual costs. 


ce changes downwards, it is agreed that 


- 
a 
on 
s 
> 
y 


} 


conservative practice requires adjustment of inventories and charge-off of 
the amount involved. This problem is not one in connection with standard 
cost accounting. It would make no difference what kind of an accounting 
procedure was being used because inventory write-downs are usually recog- 
nized as being extraordinary items. The manner of display in financial 


reports should be such as to disclose all essential facts. 


Reprinted by kind permission of the New York State 


Certified Public Accountant 
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PROBLEMS INDUSTRY 





TO-DAY'S IN THE PAPER 





To-day's Problems in the Paper Industry 


A Paper Presented at the Annual Meeting, Montreal Chapter, May 9, 1941 
By J. P. ROLLAND 


General Manager Rolland Papers Mills Ltd., and Chairman Montreal Chapter 


It is not my intention to deal with all these problems or to explain how 


to solve them but simply to point out to you the daily worries of a paper 
maker. We will, if you wish, classify the problems as follows 

1. Capitalization structure and finance. 

2. Machinery. 

3. Raw Material. 
4. Product. 
5. Labor. 
6. Market. 
7. Storage and shipping. 
1. CAPITALIZATION STRUCTURE AND FINANCE 

If you remember the period of prosperity from 1926 to 1929, the paper 

industry progressed enormously in that time, technically as well as in new 
markets, new outlets, and we took advantage of this to capitalize, recapitalize 
and overcapitalize our paper mills. The depression which starts in '30 sees 
many companies postpone, to a later date, the payment of their obligations 
and often enough these obligations are cumulative preferred stock. A great 
deal of construction, improvements, and new developments are left unfin- 
ished. Finance, up until °36, is impossible. It goes without saying that 


between '30 and '36 the maintenance of our industries is absolutely neglected. 


In '36 business improves, we have a promising market which, unfortunately, 


had around 38, does not give everyone time to 


with the vision of war w 


re-organize their finances and correct the blunders made in ‘28 and ‘29. At 
that time many got busy making improvements, for, according to a current 
saying of our industry, “A paper mill is old every ten years’. We were 
forced to draw on our reserves and working capital to make the necessary 
improvements without increasing the capitalization, hoping that with pros- 
perity we would easily be able to rebuild a working capital but a thing 
which was not to be anticipated, that we had never seen, was the govern- 
ment taking 75% of the profits which puts many industries in strained cir- 
cumstances. I do not wish to say more on the subject for it is a problem 
which we all have:to face no matter what line of business we are in. 


2. MACHINERY 


Yesterday, to-day and to-morrow. 

Yesterday. Simple equipment, slow, giving a small production made by 
artists, making a passable and salable product 

To-day. Scientific equipment, designed, constructed and maintained by 
technicians who make a uniform and specific product. 

(In the course of my remarks I will often used the word “technician”. 
This includes the manager, cost accountant, chemist and engineer.) 

To-morrow. Guess! It is a problem. 

If you wish we will come back to earth and speak in a normal mannet 
of everyday problems. As you know, the shops are all busy making war 
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materials and we have to anticipate seven to eight months for replacement 
and we have to pay particular attention to the maintenance of the machinery. 
For many who did not anticipate in '36 and '37, replacement is a problem 
3. RAW MATERIALS 

All the materials which came to us from Scandinavian countries and the 
Old Country have to be replaced by home products which are more or less 
similar. This is a problem for the technicians. We are forced to keep a 


larger inventory 


n many lines which means lack of space in warehousing 
ind increase of the cost of handling. 

For example China Clay comes to us from England. Arrivals which 
were formerly very regular are to-day uncertain. We have to wait for 


boats—shipments may be delayed for months and then materials arrive all 


at once 
{. PRODUCT 
Formerly the artist made a paper to suit himself and the customer was 


+ ] » | 


forced to be satisfied with it. At that time we made but a few lines—to-day 
the customer buys a press that can turn out so many copies a minute on a 
paper of specific size and we are called to supply the paper to suit that 
press or that job. Some fifteen years ago in the St. Jerome mill we pro- 

ced the following grades: Bond, Ledger, Papeterie and Copy Paper. We 
ave to-day in the same mill some fifty grades of paper, some of which are 
Map Bond, Antique, Vellum, Air Mail, Mimeograph, Blue Print, 





Cheque, Bible, special papers that will stand so many folds or so many 
copies for a certain job, in a word, we are called to make a paper which is 
in itself a specialty 

In addition to this we have to supply the English market, such as 

Australia, New Zealand, Africa. These markets use a paper somewhat dif- 
ferent to the paper we make. This is also a great problem for the technician 
5. LABOR 

Yesterday. Our staff was composed of old, faithful employees. 

To-day. It is the good technician, practical and progressive. 

To-morrow. We will have to take back men retrned from the Front 

A thesis could be developed on this subject, but if you will permit me 
[ will leave industry in general to tell you of my problem which, I believe, 
well illustrates the troubles of others: 

We have a single paper mill in’a radius of one hundred miles. Our 
production is doubled. An engineer, a chemist, a superintendent, a sten- 
ygrapher, if she is pretty, can be imported, but are we to go one hundred 

r two hundred miles after a steamfitter, a beaterman, an electrician, a man 
to prepare the size? No, so the result is that in the space of a few months 
we are forced to train a personnel, and, often a man that we developed 
quickly, develops his ambition even more quickly so that you lose many 
men who are eager to seek their fortunes elsewhere. 

You have, in charge of a machine, a man fifty years old, a good worker 
who has always done his duty without prior training. In the past few years 
this equipment has become, with all the control instruments which have been 
idded to it, a “‘puzzle’’ even for the technician, let alone the old artist. A 
friend was asking me the other day just what program I followed when 


hiring manual labor and the manner in which I proceeded to give promo 
t10ns 
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For each department a diagram has been prepared showing the ‘deal 
t Q t t é 


ian for the job. The specifications of a beaterman are:—weight, at least 


175 Ibs., 5 feet, 10 inches tall, in good health, enough education to under- 


tand his charts and therefore capable cf handling 30,000 Ibs. of pulp per 
lay. On the paper machine, I need tall, young, well educated men having 


certain inkling for mechanics. 

Place the right man at the right post and you will obtain good results 
Every month the foreman of the departments have to make out a report on 
very one of their employees answering the following questionnaire 

Name 
Department 


Years of Service 


; 
Are you satished with this employee 
Is he tished with his position 

; 
Does he wish to change position 


It so, specify position he wishes 

Is he as good a worker as he was before 

Is his health as good 

Is he often absent 

If SOy-Specihy REASONS a3 .o.c7-r ecco 
Is he often late 
Remarks 

If the employee wishes to change department, he is changed if it is at 
all possible, and if a foreman is not satisfied with a man, this man is given 


nother chance in another de 





pa n is too ambitious (actually 





y want to become mechanics or electricians as the wages are higher), 
this man is called to my office where 


] 
t h 


that his age, his education and 


to reason with him, explaining 





» not permit ‘his promotion. 


99° go back to their job satisfied. 

I believe this report is of great help in following the mentality existing 
amongst the personnel. The foreman who makes a monthly written report 
on his staff, keeps only men with whom he is satisfied, therefore all responsi- 
bility rests on him and he has not the excuse of inefficient men when he 
urns Out a poor product. For the promotions, scales are established whereby 


every three or six months an employee receives a salary increase without 





, | ; 

In tO ask for tt. | can remember, not so nuny years ago, when an 
employee received increases depen on his courage to face the manager 
or on the number of children he tt home 





( MARKET 


It you wall all 


w me I will totally exclude “Newsprint” and “Kraft 
Yesterday. Jobbers scattered between Vancouver and Halifax, jobbers 
few in number, without competitors, carrying a large stock, but few lines 
and giving orders months in advance 


To-day. Orders a 








given by wire and air mail and there is a fair 





amount of competition between jobbers. Under the item “Product” I men- 
tioned all the lines that are from day to day—if this was a problem 
for the production it is also one for marketing. To-day the paper salesman 
needs be chemist, paper maker, cost accountant, mechanic Chemist to 


; : ; 
determine the quality of a competitor's paper shown to him by a customer, 


I t 
cost accountant, to tell him the price he « maker, 





d sell this pape: pa] 
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to be able to tell him how he would make the paper, and mechanic, to tell 
a pressman, often enough, that it is not the paper that is defective but the 
machine which is out of order. It is, of course, understood that a salesman 
must have, besides, all the qualities the calling requires. 

The markets we had two years ago have been disturbed by this war. 
On the other hand, the war opened new markets, such as Australia, New 
Zealand, Africa, South America, and these in turn bring problems of ex- 
change, bookkeeping and cost accounting. 

To-morrow. To re-organize our markets in a normal manner. 

7. STORAGE AND SHIPPING 

Yesterday. Normal production, normal product, normal reception, nor- 
mal shipping. 

To-day. Intensive production, producing specialties, small lots, different 
colors, different packings, all these call for space in warehousing. 

Reception :—25 carloads of different products can arrive in one day due 
to freight delays and then again we may be three or four days without re- 
ceiving a single car. This applies to what has already been mentioned about 
China Clay and can be classified as a “storage problem”. 

Shipping :—Due to the delays on export orders, because boats are not 
scheduled, we are obliged to keep hundreds of tons of paper until advised 
that space has been found and we can ship. After the paper is loaded on 
the cars we may be advised that the space has been taken for munitions so 
the cars have to be unloaded. After being loaded and unloaded seven or 
eight times this merchandise has been so damaged in handling that it must 
be repacked. This is the export problem in war time. 

There is also the problem of the local market. One customer wants his 
paper on skids, another in bundles, another in cases, almost always in small 
quantities and always in a hurry. 

To-morrow. What do we know about to-morrow? 

Gentlemen, problems of the paper industry are just an atom in the 
economic structure of this world and I don’t think we can do much to-night 


to settle this life of worries 


NOTICE TO MEMBERS, SUBSCRIBERS AND 
ADVERTISERS 





In addition to the June and July issues which are 
usually consolidated in one issue, the August issue will | 
be consolidated with the other two months, and the next | 
issue will be the September issue on September Ist. 

In future all issues of the publication will be on the lst 
| of each month, and all subscribers will receive an extra 
| issue in order that they may obtain the full number of 
|| issues during their subscription term. Advertising copy 
should be received not later than the 10th of the pre- 
ceding month. 
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D. G. SEEBACH 
Controller, The B. F. Goodrich Co. Ltd. 


Mr. Seebach was Chairman of the Committee on Arrangements 


in connection with the Annual Meeting of the Society held on 
June 6th, at Kitchener. The Committee did an excellent job and 
a large proportion of the credit goes to the popular Dan. 


NEW LIFE MEMBER 


A new Life Member of the Society was elected at 
the Annual Meeting, held in Kitchener on June 6, when 
the members unanimously decided that Professor R. R. 
Thompson, M.C., V.D., A.C.A., C.A., of McGill Univer- 
sity, and one of the original members of the Society, 
should receive that honour. Professor Thompson has 
performed most valuable work for the Society over a 
long period of years and is still an active member of 
the Montreal Chapter. 
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SITUATIONS WANTED 


1¢ Banking and Accounting, 
s Office Manager, seeks change in 
eration asked only moderate for 

real opportunity to display 





Cost Accounting, Credits 
preferably with company in 
and Management 





education, splendid record as Account 


us to commence with sound industrial 
Resident of Toronto but willing to go 
moderate. What have you? Apply 
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